
IN THE UNITED STATES DISTRICT COURT FOR THE

EASTERN DISTRICT OF VIRGINIA

Alexandria Division

UNITED STATES OF AMERICA

v.

1) CHRISTOPHER J. BENYO,
2) CHARLES E. JOHNSON, JR.
3) JOSEPH MICHAEL KENNEDY,
4) JOHN P. TULI,
5) KENT D. WAKEFORD, and
6) SCOTT E. WIEGAND,

Defendants.

CRIMINAL NO. 1:05CR12

Count 1: Conspiracy
(18 U.S.C. Section 371)

Counts 2-3: Securities Fraud
(15 U.S.C. Sections 78j(b) and 78ff; Title 17
C.F.R. Sections 240 10b-5)

Counts 4-5: False Statements to Auditors
(15 U.S.C. Sections 78m(b)(1) and 78ff;
Title 17 C.F.R. Section 240.13b2-2)

Counts 6-27: Wire Fraud
(18 U.S.C. Sections 1343 and 1346)

Count 28: Obstruction
(18 U.S.C. Section 1512)

Counts 29-31: False Statements
(18 U.S.C. Section 1001)

Forfeiture Notice
(18 U.S.C. Section 981)

Sentencing Factors
(18 U.S.C. Sections 3551 etseq.)

January 2005 Term - Alexandria

INDICTMENT



THE GRAND JURY CHARGES THAT:

At all times relevant to this Indictment:

INTRODUCTORY ALLEGATIONS

L RELEVANT PERSONS AND ENTITIES

A. PurchasePro.com

1. PurchasePro com, Inc. ("PurchasePro") was a Nevada corporation headquartered

in Las Vegas, Nevada. Among other things, PurchasePro engaged in the sale of Internet

procurement software and services, including "marketplace licenses" designed to enable cost-

efficient business-to-business or "B2B" transactions over the Internet.

2. PurchasePro was an Internet "start-up" company that became publicly owned in

or about September 1999 after PurchasePro conducted its initial public offering. PurchasePro's

shares traded on the National Market of the National Association of Securities Dealers

Automated Quotations System ("NASDAQ") and were purchased and sold by individuals and

entities throughout the United States, including in the Eastern District of Virginia. As of

December 2000, PurchasePro had a total market capitalization that exceeded $1.2 billion based

on the number and value of publicly traded stock shares.

3. On or about September 12, 2002, PurchasePro filed for federal bankruptcy

protection.

B. AOL and Time Warner

4. Prior to January 11, 2001, America Online, Inc. ("AOL") was a Delaware

corporation headquartered in Dulles, Virginia in the Eastern District of Virginia. Among other

things, AOL engaged in the sale of Internet subscriptions and advertising and provided

interactive services, web brands, Internet technologies, and electronic commerce services.

5. Time Warner Inc., ("Time Warner") was a Delaware corporation based in New

York, New York. Among other things, Time Warner engaged in the sale of broadcast and print

media products.



6. On or about January 11, 2001, AOL and Time Warner merged and began

operating under the name AOL Time Warner Inc. Following the merger, AOL continued

operating as a separate division and wholly owned subsidiary of the combined company.

7. Prior to the merger in January 2001, the common stocks of both Time Warner and

AOL were publicly traded on the New York Stock Exchange. After the merger, the common

stock of Time Warner continued to be publicly traded on the New York Stock Exchange, and

was bought and sold by individuals and entities throughout the United States, including in the

Eastern District of Virginia. Except where otherwise noted, "AOL" refers herein to both AOL

and AOL Time Warner.

8. On or about September 13, 2000, AOL launched its Netscape NetBusiness

platform ("NetBusiness"), which was designed to be an Internet site dedicated to providing

interactive services to the small business community.

C. PurchasePro Defendants

9. Defendant CHARLES E. JOHNSON, JR. (also known as "JUNIOR" JOHNSON)

was Chief Executive Officer and Chairman of the Board of Directors at PurchasePro. As Chief

Executive Officer, JOHNSON was responsible for all aspects of corporate management at

PurchasePro. JOHNSON took personal control of PurchasePro's relationship with AOL.

10. Defendant CHRISTOPHER J. BENYO was Senior Vice President of Marketing

at PurchasePro. Among other responsibilities, BENYO managed the development of

PurchasePro's products. BENYO was a member of the senior management team that was

updated, informed and consulted about revenue recognition.

11. Defendant JOSEPH MICHAEL KENNEDY was Senior Vice President and Chief

Technology Officer at PurchasePro. Among other responsibilities, KENNEDY managed

PurchasePro's information technologies, a significant business area at an Internet company like

PurchasePro.

12. Defendant SCOTT E. WIEGAND was Senior Vice President and General

Counsel at PurchasePro. Among other responsibilities, WIEGAND managed important internal



controls at PurchasePro, including approval authority for all PurchasePro contracts, and was one

of three senior officers responsible for interacting and communicating with PurchasePro's

outside auditors. WIEGAND was a member of the senior management team that was updated,

informed and consulted about revenue recognition.

13. As PurchasePro employees, defendants JOHNSON, BENYO, KENNEDY and

WIEGAND each owed a duty to PurchasePro and its shareholders to provide the company with

their honest services. Each of the PurchasePro defendants received compensation in the form of

salary, bonuses, stock options and other benefits.

D. AOL Defendants

14. Defendant KENT D. WAKEFORD was an Executive Director in Business Affairs

at AOL. WAKEFORD worked in AOL's offices in New York, New York. Among other

responsibilities, WAKEFORD took day-to-day responsibility for AOL's relationship with

PurchasePro.

15. Defendant JOHN P. TULI was a Vice President in the NetBusiness unit at AOL.

TULI was based in AOL's office in Dulles, Virginia. Among other responsibilities, TULI

managed the development of the NetBusiness platform of which PurchasePro's marketplace

software was a key component.

16. As AOL employees, WAKEFORD and TULI each owed a duty to AOL and its

shareholders to provide the company with their honest services. WAKEFORD and TULI each

received compensation in the form of salary, bonuses, stock options and other benefits.

E. Additional Co-conspirators

17. Co-conspirator Jeffrey R. Anderson was Senior Vice President of Sales and

Strategic Development at PurchasePro.

18. Co-conspirator Dale L. Boeth was Senior Vice President of Strategic

Development at PurchasePro.

19. Co-conspirator Robert Geoffrey Layne was Executive Vice President and "co-

founder" at PurchasePro.



20. Co-conspirator Shawn P. McGhee was President and Chief Operating Officer at

PurchasePro beginning on or about December 2000.

21. Co-conspirator Scott H. Miller was Senior Vice President of Finance at

PurchasePro.

22. Co-conspirator James S. Sholeff was Vice President at PurchasePro.

23. Other co-conspirators are known and unknown to the Grand Jury.

II . T H E F E D E R A L SECURITIES L A W S AND SEC R U L E S AND R E G U L A T I O N S

24. The Federal securities laws and the rules and regulations of the United States

Securities and Exchange Commission ("SEC") were designed to ensure that the financial

information of publicly traded companies is accurately recorded and disclosed to the investing

public.

25. As a public company, PurchasePro and its officers and employees were required

to comply with SEC rules and regulations. Those regulations protect members of the investing

public by, among other things, requiring that a company's financial information is accurately

recorded, reviewed by independent auditors and disclosed to the public. PurchasePro disclosed

its financial information to the public and the SEC through various means, including public

statements, quarterly conference calls with analysts and investors, and the electronic filing of

quarterly reports on SEC Form 10-Q with the EDGAR Management Office of Information and

Technology in Alexandria, Virginia in the Eastern District of Virginia.

26. Under the federal securities laws and SEC rules and regulations, PurchasePro was

required, among other things: (a) to make and keep books, records, and accounts that accurately

and fairly reflected the company's business transactions; (b) to devise and maintain a system of

internal accounting controls that provided reasonable assurances that the company's financial

transactions were recorded in a manner that would permit the preparation of financial statements

in conformity with Generally Accepted Accounting Principles ("GAAP"); and (c) to file with the

Securities and Exchange Commission ("SEC") and disseminate to the investing public quarterly

reports (known as SEC Form 10-Q) and other periodic reports that included accurate and reliable



financial statements prepared in accordance with GAAP. In addition, PurchasePro developed,

and purported to follow, its own revenue recognition policy that mirrored the requirements of

GAAP in all pertinent respects.

27. PurchasePro also was required to and did retain outside auditors to review, audit

and test its financial statements for compliance with appropriate accounting rules. PurchasePro

retained the public accounting firm of Arthur Andersen LLP ("Arthur Andersen") as its outside

auditors.

28. Four elements had to be satisfied for PurchasePro to recognize revenue from the

sale of a marketplace license. First, there had to be a written, signed contract prior to the end of

the quarter. Second, the sale price had to be fixed and determinable, that is, there could not be a

future deliverable. Third, the delivery of the product had to occur within that same period. And

fourth, collection of payment had to be reasonably assured, that is, the customer had to be credit-

worthy. If one or more of these elements was not satisfied, revenue would not be recognized or

would be deferred until such time as all four elements were satisfied.

29. The conspirators knew that Arthur Andersen would not allow revenue to be

recognized if a contract was not signed and dated in the quarter, if there was a secret side deal

creating a future commitment, concession or obligation or if the customer could not pay for the

product.

III. AOL AND PURCHASEPRO F O R M A STRATEGIC PARTNERSHIP

30. In or about March 2000, AOL and PurchasePro formed a strategic partnership

designed to develop a business-to-business ("B2B") Internet marketplace and to generate

significant revenues for both companies.

31. The conspirators believed and understood that as an Internet start-up company,

quarterly revenue was a key factor in determining PurchasePro's success and the price of its

stock. The conspirators also knew and understood that revenue was a primary factor on which

analysts and investors relied in evaluating the company and making investment decisions.


